This paper identifi es the technological and commercial foundations of the new category of online applications commonly described as Web 2.0 or Social Media. It examines the relevance of Web 2.0 for Marketing Strategy and for Direct Marketing in particular. The issue is not a clear-cut one: while several observers saw in Web 2.0 a new stage in the evolution of the internet, others simply rejected it as a new High-Tech hype while there is still no generally accepted defi nition and demarcation of the term. Paradoxically, even without an accepted defi nition and despite lack of extensive research, the corporate world seems to embrace the Web 2.0 concept: high-profi le mergers and acquisitions have already taken place or are under way while corporations are rushing to integrate various forms of social media into their marketing planning. The experience so far, based to a large degree on anecdotal evidence, is that Web 2.0 has a substantial effect on consumer behaviour and has contributed to an unprecedented customer empowerment. The consequences are far reaching, affecting not only the area of technology development but also the domains of business strategy and marketing. From the academic but also the practical point of view, attention must be placed on the demarcation and evaluation of the new technologies and trends so that the real value of Web 2.0 as a component of the modern marketing can be determined.
Introduction their daily life. Both articles describe how the phenomenon commonly referred to as Web 2.0 or Social Media is affecting the way people communicate, make decisions, socialise, learn, entertain themselves, interact with each other or even do their shopping. They also suggest that the Web 2.0, next to transforming peoples ' individual and group behaviour, has also affected the power structures in the marketplace, causing a substantial migration of market power from producers or vendors towards customers. The main reason for this is that today ' s online consumer has access to a previously unknown reservoir of information and knowledge as well as unlimited choice, available at the click of the computer mouse.
The terms Social Media and Web 2.0 are often used as interchangeable; however, some observers associate the term Web 2.0 mainly with online applications and the term Social Media with the social aspects of Web 2.0 applications (participation, openness, conversation, community, connectedness; SpannerWorks, 2007) . In this paper, we will use the term Web 2.0 as an umbrella term of web applications fulfi lling a number of criteria to be defi ned further on.
The growing importance of the Web 2.0 and the effects on consumers and organisations are issues frequently making headlines and increasingly attracting academic attention. The interest is often focused on the ways in which these applications contribute to customer behavioural change and on new challenges facing strategists and marketers (Urban, 2003; McKinsey Quarterly, 2007) . There is little clarity as to the exact nature of Web 2.0; for all intents and purposes, there is still no generally accepted defi nition of the term and no systematic research on its importance and its effects on the marketing practice. This paper will attempt to defi ne this phenomenon and identify its dimensions in an effort to help marketers understand the potential of Web 2.0 as a (direct) marketing tool.
What is Web 2.0?
The term Web 2.0 is around since 2005 but the subject is already controversial. Considerable controversy stems from the fact that Web 2.0 applications are by and large based on content generated by users often being anonymous and lacking qualitative credentials. This is a basic difference from previous internet applications: the user as an essential contributor is a new marketing parameter instigating a migration of market power from producers to consumers and from traditional mass media to new personalised ones.
Controversy is also evident in the lack of general consensus as to what exactly the Web 2.0 is; this paper will apply the following defi nition when referring to Web 2.0:
Web 2.0 is a collection of open-source, interactive and usercontrolled online applications expanding the experiences, knowledge and market power of the users as participants in business and social processes. Web 2.0 applications support the creation of informal users ' networks facilitating the fl ow of ideas and knowledge by allowing the Web 2.0 Web 2.0 Web 2.0 is a controversial subject Web 2.0 is a controversial subject effi cient generation, dissemination, sharing and editing / refi ning of informational content .
Web 2.0 presents businesses with new challenges but also new opportunities for getting and staying in touch with their markets, learning about the needs and opinions of their customers as well as interacting with them in a direct and personalised way.
A number of technology principles that will be briefl y explained in the next chapters are common to Web 2.0 applications. As to the categories of Web 2.0, we propose a basic classifi cation based on application types divided into fi ve main categories: (McKinsey, 2007; Forrester, 2007) . In the academic literature, the topics of Web 2.0 and social media are slowly attracting attention (Karger and Quan, 2005; Biever, 2006; Deshpande and Jadad, 2006; Boll, 2007 ) and yet there is no visible line on research interests and no defi nition of Web 2.0 enjoying general academic acceptance. The term Web 2.0 was proposed by O ' Reilly (2005) and it has quickly become the new buzzword of Silicon Valley circles and the media. For the software industry, the phenomenon is not really new but marketers becoming familiar with Web 2.0 are increasingly engaging this concept as part of their marketing strategy (McKinsey, 2007; Hitwise, 1 Forrester, 2007) . Expectations are high, despite the fact that generally speaking the adoption rate among traditional businesses is still low and the instruments being used are selective and limited. 2 The term Web 2.0 is used extensively despite the ambiguity as to its exact meaning. Yet, using a common term serves a useful purpose: it helps establish a common vision and provides a platform for development of online service-oriented and customer-controlled applications.
The infl uence of the Web 2.0 concept is evident in the fi eld. One of the most noticeable trends in the internet-mediated online marketplace is that applications are increasingly being built no more on proprietary platforms but rather on frameworks usually based on open-source software. These frameworks enable the rapid development of new forms of functionality, allowing the ' democratisation ' of technology and in many cases even facilitating connectivity to competitive applications. Interconnectivity has substantially increased cooperation and interaction among web users.
The value and benefi ts underpinning this trend are not always clear and their effects have not yet been studied in a systematic way. One of the reasons for this is the newness but most importantly the complexity of the issue: in the Web 2.0 domain various technical and business aspects are heavily interrelated, often making the identifi cation of the underlying value models diffi cult.
With regard to the innovative nature of Web 2.0, it can be argued that the movement has not contributed many radically new technological components; it has merely created new families of online applications sharing a number of common sets of objectives, characteristics and design principles. The main innovative aspect of these applications is the way they allow user participation in the form of content contribution and content editing; as such, they are usually built on a common set of development practices and present users with a new value proposition based on network effects.
The Web 2.0 main principles
As mentioned earlier, Web 2.0 applications must be seen as a new stage in the evolution of the networked world, namely as a new generation of
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online applications sharing a number of common traits. Various authors (Daconta et al ., 2003; Shirkey, 2003; Anderson, 2004; O ' Reilly, 2005) have identifi ed and analysed these issues as crucial elements of Web 2.0 applications.
The key innovative elements typifying this new family of web applications can be summarised as three main principles. These principles are: In the case of content aggregators like My Yahoo and similar RSS 3 -based sites, the user is allowed to fully customise the application. (c) The network effects as the vendor lock-in : The obvious winner in the Web 2.0 movement is the user since he / she is in control of the process. These applications often lack a fi nancial vendor lock-in and since the user can easily exchange or substitute any service for another, it seems that network effects and peer usage are important motives for customer loyalty. For example while switching to a competitor of Skype.com (the market leader in internet-based telephone services) could mean a cheaper option, most Skype users will not migrate to another service if their contacts and peers are also Skype.com users; participants of the social networking site MySpace.com or the online community SecondLife ( www.secondlife.com ) or the
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online photo-exchange service Flickr ( www.fl ickr.com ) will keep using the service if more and more of their contacts and peers do the same even if there are many other (and even better) options available. 2. Continuous and incremental application development requiring the participation and interaction of users in new ways: not only ' consuming ' but also contributing, reviewing and refi ning content. The fact that the user can actively participate in the development of Web 2.0 applications offers important benefi ts to the application owner like immediate access to the voice of the customer and to a very extensive knowledge reservoir. The advantages of customer involvement in application development are:
(a) Continuous, real-time improvement : This is a common practice in many web applications: the photo-exchange service Flickr deploys new builds every half an hour and the internet telephone service Skype frequently asks users for feedback on connection quality after terminating a call, taking action and solving service bottlenecks while customers actually use the service. Proactively using feedback from users is the main differentiating factor between Web 2.0 and older approaches; there is no question of upgrading cycles or software releases but rather a continuous, real-time development, based on actual user feedback and usability controls. intelligence : Every new user adds value by increasing the size of the collective intelligence pool: the more users participate, the more advanced and valuable the service becomes. Examples of this are applications like the user-generated content tourism site Wikitravel ( http://wikitravel.org/en/Main_Page ), the online encyclopedias Wikipedia ( www.wikipedia.org ) and Citizendium ( http://en.citizendium.org ) and Amazon.com who bases its book recommendations on behavioural profi ling and information about the buying preferences of customers with similar profi les.
3. New service-based business models and new opportunities for reaching small individual customers with low-volume products.
(a) Changes in revenue and usage models : A number of Web 2.0 applications secure part of their revenue stream on an online version of the traditional newspaper-like subscription but most offer their services for free, subsidising their operations by advertising revenue or sponsoring (with Google, the most successful search engine service today, as the best-known
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Advantages of customer involvement in application development example). A commonly applied form of subscription -the online telephone service Skype being a good example -is to offer a basic service for free and to charge a fee for the premium, more advanced services. (b) From mass markets to the individual customers : A substantial number of service providers in the Web 2.0 domain seem to understand that next to the high-volume hit products and services, there is a high -previously untapped -market potential of individual, ' unsegmented ' consumers with very specifi c interests and demand for low-volume, customised products and services. Owing to low volumes, such products have so far remained below the radar of the average high-street marketer. Web 2.0 applications like specialised blogs, forums, bulletin boards, podcasts and communities allow consumers to easily learn about the existence of these products and also fi nd them often by simply getting in touch with other consumers sharing the same interests. There is evidence that such niche consumers can create substantial aggregated demand for products and services not belonging to the mainstream or ' hit ' categories but to the so-called Long-Tail (Anderson, 2006) ; Anderson argues that fi rms able to tap the total sales potential of low-volume products can substantially increase their business; however, concrete scientifi c evidence of this does not exist yet. 4 The evidence so far is anecdotal: Some of the most successful Internet businesses seem to already leverage the Long 
The Web 2.0 and marketing: What is changing?
The Web 2.0 is a new step in the evolution process of the internet as marketing environment. While some observers reject the Web 2.0 notion as nothing more than another technology fad, its success and wide public acceptance point to the fact that Web 2.0 is here to stay. Several studies suggest that young consumers have already adopted the online social media as an integral part of their life: according to a recent survey by Alloy Media & Marketing, 96 per cent of US teens go online to participate in a social network at least once a week ( Biz Report.com , 27 June 2007) .
Next to the young consumers, there is evidence that practitioners are becoming increasingly attracted by the Web 2.0 realm: more than 50 per cent of professionals participate already in social networks according to the Social Network Practitioner Consensus Survey of May 2007 ( BizReport.com , 5 June 2007). On the other hand, the mainstream online consumer has noticed that Web 2.0 applications offer new and Web 2.0 and marketing Web 2.0 and marketing previously unknown possibilities and empowerment not only in the form of information sourcing but also as forums of dialogue and confrontation of producers and vendors with their social, ethical and commercial responsibilities. The power of these media can be very substantial and there are already several cases of ' citizen journalism ' exposing product failures or corporate misconduct and forcing companies to respond. Some highly publicised cases include the recall of a Dell laptop model and the Kryptonite bicycle lock after blogs exposed serious shortcomings of these products, and American On Line (AOL), which was forced to abolish its high-pressure tactics to prevent customers from giving up their subscriptions. All these cases started with a blog posting that reached millions of users and ultimately reached the wider public through the traditional media.
Despite the positive perspectives there is still scepticism surrounding Web 2.0: Keen (2007), Keegan (2007) and Wilson (2007) argue that the Web 2.0 and specifi cally applications based on user-generated content present a real and present danger to the established culture. Some of the arguments: anonymous amateur videos and music remixes posted to sites like YouTube, Google Video and other such sites contribute to public frustration (the viewer is not able to distinguish between reality, fi ction and advertising) and abuse of intellectual rights (from using copyrighted material like music, video, logos, etc), leading to the demise of professional artists and the entertainment industry in general. Next to this, the complete lack of control and accountability allows everyone to become a self-proclaimed expert and infl uence those who are not able to distinguish between quality and nonsense. Gillin (2007) and others, on the other hand, argue that in fact the social media represents a healthy phenomenon, becoming the new source of consumer creativity, infl uence and empowerment. An interesting consequence of customer empowerment is that traditional media and old-style marketing are constantly losing ground as infl uencers of consumer behaviour. According to the 2004 Yankelovick Monitor, 5 60 per cent of US consumers have a much more negative picture about Marketing and 70 per cent of consumers tune out advertising much more often than a few years ago. Consumers do not trust traditional marketers as they used to: a recent study of Deloitte Touche USA reveals that 62 per cent of the US consumers read consumergenerated online reviews and 98 per cent of them fi nd these reviews reliable enough; 80 per cent of these consumers say that reading these reviews has affected their buying intentions ( emarketer.com , 12 October 2007) .
Despite these negative signals, it is essential for marketers to look to Web 2.0 as a challenge rather than as a threat and consider it as a new domain of commercial strategy. As such, the subject poses some interesting questions: what are the dimensions and the possible consequences of the Web 2.0 phenomenon on the marketing practice? What are the possible responses of business to the phenomenon and which of these responses are likely to be successful? The shift in customer needs is refl ected in the growing demand for online services, particularly in the Web 2.0 domain, where consumers can not only interact with marketers but also access peer communities. The fast expansion of the ' blogsphere ' and other online platforms where people can post and exchange personal ideas, videos, pictures and tags but also participate in virtual worlds or games has by now created its own dynamics: it occurs without any form of marketing effort from the part of the application providers. The value attributed to these applications is not based on the classic customer value approach but rather on some feeling of achievement through personal gratifi cation. As to the consumer behaviour this is increasingly infl uenced by peer opinions and the collective intelligence (Surowiecki, 2005) .
Web 2.0 as a direct marketing tool
What could Web 2.0 mean to marketers and how can they integrate it into the corporate commercial strategy? Recognising the effects of Web 2.0 on the consumer ' s decision-making process, understanding the sources of customer value and the motives of consumers to use these applications are the fi rst steps to this direction. Web 2.0 applications are becoming increasingly popular due to the advantages they offer to users (transparency, referrals, contacts with other users, etc) and their effect on customer power (Urban, 2003) . Interaction with peers triggers new customer needs (often for niche and highly personalised products) and alter buying attitudes. The new buying attitudes are not limited to the online buying behaviour but extend to the traditional one: according to a recent survey of the Sterling Committee ' consumers want a seamless buying experience across all channels ' (BizReport, 30 August 2007) . Moreover, the customer preferences and experiences about the products and services offered either in traditional or electronic outlets are not based any more exclusively on information made available through traditional mass media or corporate websites. In the Web 2.0, era customer preferences and decisions are increasingly based on inputs provided by parties beyond the control of online marketers: peer reviews, referrals, blogs, tagging, social networks, online forums and other forms of -uncontrollable by the marketeruser-generated content.
As a result, the internet, and particularly the Web 2.0 as a new marketplace component, further complicates the time-honoured ' textbook ' buying behaviour process described in the Inputs -Processing -Response model ( Figure 1 ) where the elements A and B represent the traditional infl uencers of the consumer behaviour: these are the conventional marketing infl uences (A) and the uncontrollable personal infl uencers (B) (Kotler, 2003) .
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In today ' s digital-focused marketing environment, the internet as a communication and transaction channel adds two more inputs and infl uencers of buying behaviour to the model: the online marketing mix (C), which basically represents the controllable online experiences provided by the corporate website (Constantinides, 2004) , and the Web 2.0 infl uences (D), which are by and large beyond the marketer ' s control. Figure 1 underlines the increasing complexity of the customer decision-making process in the Web 2.0 environment: as the web user and the technology mature, marketers discover that infl uencing the consumer behaviour by means of traditional marketing media and practices becomes less effective. Next to the new parameters entering the decision process equation, an additional problem is the increasing mistrust of consumers for traditional, mass marketing tactics as explained earlier; these consumer attitudes are refl ected on the diminishing effect of mass media. 6 Identifying ways to enhance user experience, meeting the customer ' s information needs and helping customers become successful -an approach known as customer advocacy -will be the future keys to success. Even in the case of product categories previously considered as generic (like travel and vacation services), vendors discover that they can gain and retain customers by offering something more than only low prices (Gilden, 2006) . There is evidence that customer reviews posted in different forums or online communities, Web blogs and podcasts are much more powerful as marketing tools than expert product reviews (Gillin, 2007) ; the infl uence of blogs and podcasts is increasing because of the fast expansion of the audience and contributors. 7 
Increasing complexity of the customer decision-making process
Corporate options
Firms can capitalise on these developments in three different ways:
The fi rst way is to understand how social media function and include them in their PR arsenal as a means of reaching and informing the new online opinion leaders (bloggers, podcasters, etc) about their products, services and new market offers; this in an effective means of passing the message through to their target markets or even to very specifi c market segments at a fraction of the costs required by traditional media. Advertising in well-selected blogs and popular search engines can also be a very interesting and relatively low-cost communication option. The second way in which marketers can engage the Web 2.0 is by actively and consequently ' listen-in ' to the customer ' s voice: what people say about the fi rm and its products in blogs, podcasts, forums and online communities. This is by no means an easy task but there are already tools available to marketers: specialised parties and search engines making possible the detection and collection of this type of online content. The value and quality of this information are obvious. People like to exchange online experiences about products, services and fi rms, advising others or even proposing how products can be improved; this is high-quality and low-cost market information. A simple way to start is to search for content related to the fi rm and posted in sites like YouTube. Coca Cola discovered that a rage of amateur videos were building up in YouTube showing the funny experiences of customers dropping Mentos mints into Diet Coke bottles, something that is causing an explosive soda fountain. After initially distancing itself from the exploding Diet Coke videos and several unsuccessful efforts to stop them, the company fi nally understood the value of this free publicity, signing a formal deal with the initial creators of the videos. Based on this idea, the fi rm introduced the ' Coca-Cola Challenge ' campaign asking consumers to submit videos showcasing creative uses of everyday household items. The third way to utilise Web 2.0 media is to engage these as tools of direct, personalised one-to-one marketing. Brick-and-mortar fi rms like Nike, Disney, Coca Cola, TIME magazine, The Hearst Media, etc are already experimenting with social media as part of their direct marketing strategy seeking communication, interaction and customer feed back. They do this by introducing Web 2.0 web sites based on user-generated content and encouraging social networking and community forming. These sites offer their customer the possibility to reach their peers, exchange information and experiences. Some fi rms are going a step further: SONY, Frito-Lay ' s, Sunkist are some examples of a growing pool of corporations partnering with talented amateurs, who create viral fi lms or television commercials for them. The idea behind such partnerships is that messages created by real customers refl ect the genuine feelings of product users and as such they are more credible and more effective than messages created by advertising agencies.
An alternative approach is the increasingly popular corporate practice taking advantage of the rising customer individualism namely providing customers with personalised products. There are several examples of fi rms offering customers online tools allowing modifi cation, customisation or even the design of company products. Pioneers in this area are companies like Kleenex ( myklenextissue.com ), a service called photostamps.com allowing consumers to create their own (US Postal Service approved) stamps from their photos, Heinz ( myheinz.com ) inviting customers to create their own personalised labels of their ketchup bottle and M & M ( nymms.com ) allowing customers to select their favourite candy colours and have a personalised message printed on it. Pepsi invites fans to design their soft drink cans in the Design Our Pepsi Can Contest ( www.designourpepsican.com ), with the best idea adopted as the new look of the product in regular intervals, and NIKE offers similar tools to its customers, allowing customising the sport articles they order online ( http://nikeid.nike.com ).
Conclusions and issues for further research
The growing family of Web 2.0 applications appears to be a new stage in the internet ' s evolution. These applications are suitable for using new forms of interactive, one-to-one marketing. A number of common software development trends and commercial principles underpin the Web 2.0 applications. Furthermore, these applications directly affect the market power structures to the benefi t of consumers rather than corporations. These effects require new marketing strategies and approaches.
The Web 2.0 movement emphasises the trend towards openness and technology democratisation and introduces new forms of participation based on decentralisation and user-generated content. They present consumers with a whole array of options in searching for value products and services and fi nding exactly what they need and want with minimum effort, in line with the current customer desire for personalisation, individual approach and empowerment. By introducing a new uncontrollable element into the customer decision-making process equation, the Web 2.0 domain presents a new challenge to marketing strategists who witness the diminishing effect of traditional marketing practices as customers ' infl uencers. The obvious course for marketers is to engage the new media in passive and active ways as part of the overall marketing strategy: as part of the PR and communication mix, as new channels for listening to the customer ' s
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New stage in the internet ' s evolution New stage in the internet ' s evolution voice and as means for direct, one-to-one marketing. These areas are already pioneered by corporations testing and adopting new tactics based on openness, dialogue and individual (one-to-one) approach, offering customers the possibility to express their needs, creativity and experiences and in some cases even involving customers in the production of communication messages and the design of their products.
From the academic point of view, these developments present a challenging research domain that should embrace three main topics:
1. The identifi cation and classifi cation of the different types of applications and instruments belonging to the Web 2.0 category from the technological but also from the commercial perspective. This will provide the basis for a comprehensive defi nition as a basis for the systematic analysis of the phenomenon. 2. The study of the effects of these instruments on consumer perceptions, needs and behaviour and the study of the effects of Web 2.0-based approaches on market niches. 3. The value of Web 2.0 applications as marketing tools and ways to maximise the effectiveness of these tools. The important questions here refer to how these tools can be effi ciently incorporated into the marketing strategy, how they can become sources of additional business value and how to use these as effective instruments of customer acquisition and retention.
Finally, all indications point to the fact that the social media are here to stay. In the future, Marketers should learn to co-exist and communicate with a powerful customer very little sensitive to old-fashioned push marketing and by and large determined to participate as an equal in the marketing process. 3 . RSS stands for Rich Site Summary. This technology allows web users to easily customise and access websites of interest .
4 . Anderson focuses on the specifi c example of online music sales in comparison with music products sold in music stores where only the most popular music is selling enough units justifying shelf space. Less popular music numbers or albums do not sell enough and thus are not taken in the assortment of traditional brick and mortar stores where physical shelf space is limited . Anderson , C . ( 2006 ) ' The long tail: Why the future of business is selling less of more ' , Hyperion, ISBN 1401302378 .
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